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Foreign direct investment (FDI) in services has grown dramatically in developed countries 
over recent decades (UNCTAD, 2004), and in the UK it is now the main form of new inward 
investment (UKTI, 2013), overtaking that of manufacturing in the late 1990s.  While there is 
substantial research on manufacturing FDI at the sub-national level (e.g. Fallon and Cook, 
2010; Pelegrin and Bolancé, 2008), the location of service FDI within countries is relatively 
under-researched, with most studies at the national level.  An exception to this is the recent 
study by Jones and Wren (2015a), who analyze service FDI location at the UK regional level, 
but for the service sector as a whole.  Since it might be expected that FDI location in different 
service industries is driven by different factors, then in this chapter a further analysis of these 
data is undertaken to examine service FDI location at the disaggregated industry level. 
 Over time, service FDI location is likely to have changed, as UNCTAD (2004) report 
that foreign investment in service activities such as banking, insurance and transportation was 
traditionally used to support or complement manufacturing operations, but that more recently 
it is undertaken in its own right to exploit ownership advantages and generate new business.  
Market-seeking is a motive for service FDI location (Riedl, 2010), especially in activities that 
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are non-tradable, but resource-motives may be more important for service activities that are 
tradable, such as access to infrastructure or labour.  These motives may play-out differently 
in different activities, with implications for economic development and policy, but there is 
limited evidence on this, especially at a sub-national level.  Kolstad and Villanger (2008) find 
that FDI is market-seeking in four service activities (i.e. finance, business activities, transport 
and trade, comprising wholesale and retail) across 57 countries over 1986-2001, but they also 
find that manufacturing FDI explains the location of the latter two.  This complementarity in 
manufacturing and service FDI location is also found by Ramasamy and Yeung (2010) and 
by Bagchi-Sen (1995).  However, each of these studies dates back to the 1980s and is at the 
country level, so that not only do they capture the early-stage nature of service FDI location, 
but there is no sense of how this has changed over time or for different activities. 
 In this chapter the location of service industry FDI is explored at the NUTS-2 regional 
level for Great Britain over the years 1996-2005.  It is for four industries: Financial Services, 
Software and Computer Services, Research and Development and Business Services; which 
together account for over two-thirds of service FDI in the UK over this period.  These years 
cover the strong growth in UK service FDI, which enables the dynamics of its location to be 
explored as it has grown.  The data are for ‘greenfield’ investment and expansions to existing 
foreign-owned plants.  The analysis has several strands: it considers the regional distribution 
of this investment; it analyzes its geographical concentration; and it explores the dynamics of 
service location using Markov transition matrices.  Since the NUTS-2 regions are sufficiently 
disaggregated to identify the more-urbanized areas it enables inferences to be drawn.   
Overall, the chapter finds that the location of service investment is disproportionately 
represented in the more-urban and more-peripheral areas of Great Britain, but that over time 
it has converged in location, so that it is more like the regional distribution of service activity. 
It is evident for each of the four service industries, indicating that it is a general phenomenon 
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as service FDI has grown.  The pattern of service FDI location suggests that complementarity 
to manufacturing FDI is less important, and that factors such as the cost and skills of labour 
are important, accounting for specialization in regions of service FDI in different industries.  
The chapter has implications for economic development, although within the peripheral areas 
the results suggest that the less-urbanized regions attract relatively little service FDI. 
 The next section briefly sets out the background to the study.  It considers the nature 
of the FDI data and the four service industries.  Section 2 considers how investment in these 
industries has grown over time and it maps their regional location.  Section 3 undertakes the 
analysis of geographic concentration and location dynamics to consider whether or not it has 
converged over time to the distribution of UK service activity.  Section 4 concludes. 
 
1: Background to the Study 
 
UNCTAD (2004) report that the shift of FDI towards services partly reflects service growth, 
but also that many services are not tradable and must be consumed where they are produced, 
so that the principal way of bringing services to foreign markets is through FDI.  Further, the 
countries that have liberalized their service FDI regimes more have achieved greater inflows. 
Figure 1 plots the share of FDI projects in the 25 European Union countries at 2010 over the 
period 1997-2010 (excluding Cyprus and Malta), based on the European Investment Monitor.  
It adopts a nine-fold industrial classification, and over the whole period, 88% of the 35,156 
foreign investments are in just two of these: 58% in manufacturing and 30% in financial and 
business services.2  Figure 1 shows that this service FDI has trended upwards over time in the 
European Union, reflecting the growth in service activity, and that it accounts for over a third 
of projects in 2010.  However, service FDI is more important to UK FDI in each year – the 
                                                        
2 Over the whole period, a further 7.5% is in transport and communications, 2% in retail and hospitality, and the 
remainder in energy, construction, recreation, education and healthcare, and agriculture.  
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EU’s largest recipient – which possibly reflects its greater liberalization, but also because the 
UK has the largest financial system in Europe (UKTI, 2013). 
 
[Figure 1 here] 
 
The FDI data used in this study are the same as that used by Jones and Wren (2015a), where 
further details can be found.  These data are project based and they were supplied by the main 
UK national inward investment agency, UK Trade and Investment.  They capture the location 
decision, comprising ‘greenfield’ FDI and expansions, of which there are a roughly equal 
number of projects, where the latter represents a substantial upgrading to an existing plant.  
Compared to mergers and acquisitions (M&A) these are likely to be of greater policy interest 
at the sub-national level since they are gross additions to activity.3  In total, the data comprise 
5,371 foreign investments over 1996-2005, of which 3,000 projects are in services and 2,246 
in manufacturing.  UK Trade and Investment identifies the location at the NUTS-1 level only, 
but Jones and Wren (2015a) determine this at the NUTS-2 level, achieving a success rate of 
89% overall and 88% for services, which varies little by year or NUTS-1 region.  The search 
often failed to provide sufficient information to determine the NUTS-2 location for London, 
so that the NUTS-1 region is used for this, giving 35 regions for Great Britain.4   
 These FDI data were analyzed at the regional level in Jones and Wren (2015a), which 
examines service location in aggregate over 1996-2005.  This finds that service FDI tends to 
locate in the south east of England, which is due to its greater economic size, but relative to 
the distribution of service output it tends to locate across Britain and in close proximity to the 
major urban areas.  Over time it has converged in location and so become more evenly spread 
out relative to the regional distribution of service output.  Both the location and convergence 
                                                        
3 UK Trade and Industry also collect data for M&As, but it is often difficult to determine the NUTS-2 location, 
so that these projects are not included, but in any case the location motives are likely to differ for these.   
4 Amendments in 1999 split London into Inner and Outer London NUTS-2 regions.  The success rate is applied 
to the London NUTS-1 region when conducting the regional analysis to ensure comparability. 
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of service FDI are spatially independent, so that they are not contingent on the level of FDI in 
neighbouring regions, and so occur across the British landmass.  While service FDI may have 
located complementary to manufacturing FDI in the late 1990s, the location and convergence 
of service FDI occurs at different spatial scales (i.e. NUTS-2 rather than NUTS-1 regions), so 
that it does not appear that service FDI locates complementary to manufacturing FDI.  
A further study by Jones and Wren (2015b) examines the determinants of service FDI 
location at the NUTS-1 level based on input-output relationships.  This uses a similar dataset 
but over the longer time period, 1985-2007.  Compared to manufacturing FDI, it finds that 
backward non-intermediate effects are relatively more important for service FDI, in the form 
of labour and non-marketed goods and services (e.g. infrastructure), but forward intermediate 
demand from firms is also important (i.e. producer services).  These explain the preference of 
services for the more-urban areas.  However, over time, national (rather regional) consumer 
demand and regions that serve as a base for exports are more important, where the latter may 
reflect the formation of the European Union Single Market.  Overall, it suggests that market 
access has become more important for service FDI, while the location of manufacturing FDI 
is relatively less important.  Both these studies are for service FDI as a whole. 
 FDI location is now explored for individual service industries.  Table 1 shows service 
FDI at the 2-digit level using the NACE industrial classification, but with some aggregation / 
disaggregation for industries with a small / large number of projects.5  It shows that service 
FDI is heavily concentrated in a few activities, with divisions 72 to 74 accounting for 1,877 
projects.  Reflecting this, the analysis is undertaken for four service industries that combined 
account for about 70% of the service projects over 1996-2005, as follows: 
 
                                                        
5 The Nomenclature générale des Activités économiques dans les Communautés Européennes (NACE) is the 
classification of industrial activities used by the European Commission.  It was introduced in 1970, revised in 
1992 (revision 1.1) and again in 2006 (European Commission, 2008).  Details on the classification can be found 
under the Reference And Management Of Nomenclatures (RAMON) section of the Eurostat website. 
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Financial Services (NACE divisions 65 to 71): financial intermediation (banking, leasing and 
other credit granting), insurance and pension funding, auxiliary intermediation activities 
(e.g. fund management), real estate (buying, selling and renting of property) and renting 
(mainly transport, construction and office equipment).    
Software and Computer Services (NACE division 72): computer consultancy (hardware and 
software) and software (data processing, database, maintenance and other activities).   
Research and Development (NACE division 73). 
Business Services (NACE division 74): professional services (legal, accounting, marketing, 
management consultancy and architectural) and other business activities (e.g. technical 
testing, advertising, recruitment, cleaning, call centres and miscellaneous).    
 
[Table 1 here] 
 
The groups are each reasonably homogeneous, although each of these may include both high- 
and low-skill occupations, such as data processing under Software and Computer Services or 
call-centres under Business Services, but the industry groups need to be sufficiently large to 
conduct the transition analysis.  They are like Kolstad and Villanger (2008), who report that 
86% of global service FDI is in finance, business (including computer activities and R&D), 
trade and transport.  Including retail, wholesale and transport with the above industries gives 
2,636 projects for the UK, i.e. 88% of UK service FDI in table 1.  The above four industries 
continue to be important, accounting for one third of UK projects in 2012/13 and representing 
three of the leading recipients of all inward FDI by industry in this year (UKTI, 2013). 
 
2: The Location Pattern of Service FDI 
 
Over the period 1996-2005, service FDI has grown as a share of total inward UK FDI from 
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36% in the years 1996-97 to 68% in 2004-05.  The time profile of investment for each of the 
four industry groups is plotted in Figure 2.  It shows that FDI in each industry has grown over 
time, but that the number of FDI projects in Software and Computer Services has grown most 
sharply, accounting for a third of the total service projects over 1996-2005.  There is a spike 
in FDI around the Millennium due to the ‘dotcom bubble’.  It occurred mainly in computer 
software (from 19 projects in 1998 to 146 in 2000), but the number of computer consultancy 
investments also increased (from 43 to 108).  Figure 2 shows that investment in R&D grew 
strongly from the year 2002.  Business Services includes both professional and other business 
activities and these each have a similar number of investments (Table 1). 
 
[Figure 2 here] 
 
Figure 2 shows that investment in Other Services, outside the above four groups, also grew 
over the study period, from about 50 to 150 projects a year, of which the major activities are 
wholesale, retail, transport and telecommunications.  Figure 2 also shows the number of FDI 
projects in manufacturing.  Like Figure 1, this trends downwards over time and by the end of 
the period it is not that much greater than in Software and Computer Services. 
 Figure 3 shows service FDI location as a whole across the 35 regions of Great Britain 
over 1996-2005.  Each is based on quintile classes, where the class boundaries are given in 
the key to the respective figures, expressed as decimals.  Each class has seven regions, where 
the regions are identified in Jones and Wren (2015a).  Figure 3(a) shows the project location 
of aggregate service FDI and it shows the importance of the more-urban areas.  There are 
strong concentrations of service FDI in South-East England, but also in the West Midlands, 
North East of England and the West of Scotland.  In addition there are concentrations in the 
regions that include Oxford and Cambridge Universities.  Figure 3(b) maps the number of 
jobs associated with the service FDI projects, which shows a similar pattern.  The regions in 
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northern Britain continue to be important locations, but South-East England is relatively less 
attractive, which suggests that on average this tends to get smaller projects.6 
 
[Figure 3 here] 
 
Figure 3(c) maps the aggregate service FDI projects using the location quotient (LQ): 
 
LQir =
FDIir
FDIir
r
å
GDPr
GDPr
r
å
º
FDIir
GDPr
 FDIi
GDP
.   (1) 
 
where FDIir is the number of FDI projects in industry i in region r (= 1, 2, …, 35) and GDPr 
is the Gross Domestic Product for services as a whole in r.  The LQ may be expressed as the 
final term in (1), where x-bar is the mean of x across R regions, and this is used to explore 
regional convergence in FDI location.  A value of a location quotient greater [less] than unity 
indicates that a region gets more [less] FDI in service industry i than may be expected based 
on the size of its overall service sector.  Figure 3(c) shows a similar pattern to Figure 3(a), but 
in addition to the more-urban areas, Wales and the regions in the north-east of Scotland also 
attract disproportionately more FDI.  There is a cluster of regions in the north of England (i.e. 
Yorkshire, Lancashire and Lincolnshire) that get relatively little FDI. 
Figure 4 maps the LQs for each of the four industry service groups.  Again, these are 
for the whole period 1996-2005 and relative to total service sector GDP.  Overall, they show 
that different location patterns occur across the British landmass for the four industry groups, 
which indicates that the patterns exhibited in Figure 3 are the outcome of a complex process.  
In the case of London and South-East England, FDI in Software and Computer Services is 
                                                        
6 The size distributions of service FDI compared to manufacturing FDI projects are respectively: 1–5 jobs: 25% 
and 8%; 6–25 jobs: 38%, 26%; 26–200 jobs: 29%, 48%; 201–500 jobs: 6%, 13%; and 501+ jobs: 2%, 5%. 
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over-represented, as are to some extent Financial Services and R&D, but Business Services is 
concentrated in the peripheral regions of Wales, North East of England and Scotland.  Indeed, 
Figure 4 shows that FDI in each of the industry groups tends to be over-represented in these 
regions, with the exception of Software and Computer Services in the North East and Wales. 
Yorkshire, Lancashire and Lincolnshire do poorly in attracting service FDI in each activity, 
while the South West of England does poorly in attracting Business Services.    
 
[Figure 4 here] 
 
Table 2 shows the top-ten NUTS-2 regions in receipt of service FDI, disaggregating these by 
the four groups.  The regions occur across Great Britain and combined they account for 73% 
of service FDI.  It reveals that London, which combines two NUTS-2 regions, receives by far 
the greatest number of projects, but of which only about 10% are in Financial Services.  This 
is possibly because most of this investment occurs as M&A.  Of much greater importance is 
FDI in Software and Computer Services, and likewise in other southern regions.  In the north, 
Business Services are important, particularly around Glasgow and Newcastle, which include 
the large call-centre operations.  Further south, Manchester shows a similar pattern of service 
FDI to Birmingham in the West Midlands, and R&D is concentrated in East Anglia around 
Cambridge University.  Overall, table 2 shows striking patterns of regional specialization in 
service FDI location.  While UK assistance may be important for locating the larger plants in 
the peripheral areas, this has tended to focus on manufacturing FDI.  Of greater importance is 
likely to be the availability and cost of different labour skills in these regions. 
 
3: Geographical Concentration and Location Dynamics 
 
To further explore service FDI location across the regions, Table 1 calculates the geographic 
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concentration of FDI location for each industry for two five-year sub-periods.  It is based on 
the Ellison and Glaeser (1997) index, which for industry i is: 
 
EG Indexi =
FDIir
FDIir
r
å
-
FDI
r
FDIr
r
å
æ
è
ç
ç
ö
ø
÷
÷
2
r
å
1 -
FDIr
FDIr
r
å
æ
è
ç
ç
ö
ø
÷
÷
2
r
å
-
1
ni
1 -
1
ni
.  (2) 
 
This is applied to the number of FDI projects locating across the 35 regions in each industry, 
and comparison is made with the total number of FDI projects locating over the same period.  
Broadly, the EG Index adjusts the raw geographic concentration index to allow for industrial 
concentration.  In our case, it is the inverse of the number of projects, i.e. 1 / ni, which allows 
for the upwards bias in the raw index due to a small number of projects in some industries.  If 
the industry locates the same as all FDI then raw geographic concentration is zero, so that (2) 
reduces to - 1 / (ni - 1), which is negative, although close to zero if ni is large.  The EG index 
increases with geographic concentration, which means that the FDI in the industry becomes 
more concentrated in its regional location compared to that of all FDI projects. 
 The EG indices in Table 1 show that on average service FDI is more geographically 
concentrated than manufacturing FDI over 1996-2000, but that the opposite is the case over 
2001-05, with the mean EG Index across the service industries more than halved.  Overall, 10 
of the 19 industries show a fall in the index between the sub-periods, and while these include 
a few industries that have only a small number of projects, Table 1 shows that it also includes 
the industries that have a large number of investments, comprising three of the four industry 
groups, i.e. divisions 72, 73 and 74, as well as financial intermediation (division 65).  These 
account for nearly two-thirds of the investments, and overall they indicate that as service FDI 
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in different activities has grown it has become more spread-out in its regional location. 
To explore the dynamics of service location a Markov discrete transition probability 
matrix framework is used.  Like the above maps, this involves discretizing the distribution of 
regional FDI location quotients into quintile classes, which reveals important features of the 
process (Quah, 1996).  The analysis is for the location quotients in (1), so that it investigates 
whether the ratio of the number of projects to service GDP converges towards its mean value 
across regions over time.  The transition matrices for each industry are given in Table 3.   
 
[Table 3 here] 
 
Broadly, the approach involves calculating the transition probabilities for each quintile class 
for the period 1996-2005 as a whole, which shows how the number of investments in each of 
the five classes (rows) is distributed across the five classes in the subsequent year (columns), 
so that the probabilities in each row of each transition matrix sum to unity.  If this matrix is 
regular, repeated application of the transition matrix gives the limiting distribution, si, which 
can then be compared with the initial distribution, si(0), i.e. the initial share of regions in each 
quintile class.  If si > si(0) for the median class(es) but si < si(0) for other classes with either 
smaller or larger location quotients, then it is evidence of convergence in FDI location.  This 
is because the regions that initially have high location quotients have smaller quotients over 
time, and conversely.  Both the initial and limiting distributions are shown in Table 3. 
Part (a) of Table 3 gives the results for all service FDI, which is taken from Jones and 
Wren (2015a).  Each class is defined so that initially it has 20% of the regions over the study 
period, and the limiting distribution shows that service FDI has converged in its location over 
time.  Parts (b) to (e) give the results for the four groups.  Since many regions do not get FDI 
from an industry in a particular year, the class boundaries are set so that Class 1 contains the 
zero regional FDI shares and the other classes have broadly equal shares.  Table 2 shows that 
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FDI tends to be concentrated in a few regions for each industry, such that the share of regions 
with no FDI in a year can be as high as 77.46% for Financial Services.  The table shows that 
there is convergence for Software and Computer Services, Business Services and R&D, but 
that for Financial Services there is a movement up the classes.  This is not divergence, as the 
regions in Class1 (i.e. zero shares) get fewer projects in the limit, and it may just reflect the 
greater heterogeneity of this industry, but with some activities attracting few projects. 
Finally, part (f) of Table 3 uses the OECD definition of producer services, comprising 
business and professional, financial, insurance and real estate.  It also suggests convergence, 
which is no doubt because it is dominated by Business Services (see Table 1).  However, as 
service FDI is found to locate at a different spatial scale to manufacturing FDI in Jones and 
Wren (2015a), with the latter shifting location from North-to-South, it does not suggest that 
service FDI is simply following the changing location pattern of manufacturing FDI. 
 
4: Conclusions 
 
This chapter analyzes the location of FDI in service industries across the NUTS-2 regions of 
Great Britain over the period 1996-2005.  This is for ‘greenfield’ and expansion projects, and 
it captures the strong growth in service FDI.  Four industries are considered, which together 
account for 70% of FDI projects over this period: Financial Services, Software and Computer 
Services, R&D and Business Services.  It finds that service FDI is highly concentrated, such 
that ten regions account for around three-quarters of this investment, while in any year many 
regions do not receive FDI from one or more of these industries.  Reflecting this, the regions 
receiving most service FDI tend to be specialized in the industries in which they receive FDI, 
so that London gets a high proportion of its service FDI in Software and Computer Services 
(but less than 10% in Financial Services) and some northern regions in Business Services.  In 
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general, service FDI tends to be over-represented in more-urban and more-peripheral areas of 
Great Britain, and this is not only the case for each service industry, but it is the case if the 
economic size of these NUTS-2 regions is controlled for using location quotients. 
 Over the period 1996-2005, service FDI has grown as a share of total inward UK FDI, 
from 36% in 1996-97 to 68% in 2004-05, such that by the end of this period the number of 
projects in Software and Computer Services is not much less than in manufacturing.  While 
service FDI is geographically concentrated, as it has grown it has become less concentrated, 
which is the case for Software and Computer Services, R&D, Business Services and financial 
intermediation, the main component of Financial Services.  It has meant that service FDI has 
converged in its location as it has grown towards the pattern of UK service activity, but again 
with the exception of Financial Services.  This confirms our earlier result that service FDI has 
spread out in its location as it has grown, but at the disaggregated industry level.  
 The implications of the chapter are several.  First, the over-representation of service 
FDI in the more-peripheral areas could in part compensate for a North-to-South shift that has 
occurred in UK manufacturing FDI (Jones and Wren, 2012).  However, service FDI is also 
concentrated in regions in the South in industries that are perhaps higher skilled, while within 
the peripheral areas it locates in or around the more-urban areas, which has implications for 
their overall development.  Second, the regional specialization of service FDI suggests that 
the availability and cost of labour are important location factors, as well as market access.  It 
suggests that the complementarity to manufacturing FDI is less important over time, which is 
consistent with earlier work. Notwithstanding this, service FDI is spreading out in its regional 
location, and in future research it would be useful to explore this by updating the results, and 
by explaining FDI location at the NUTS-2 level in terms of the different location factors. 
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Table 1: Foreign Investment by Service Industry 
 
 
Industry Groups 
Number of Projects EG Index 
All years 1996  
- 2000 
2001  
- 2005 
1996  
- 2000 
2001  
- 2005 No. (%) 
Wholesale (50 and 51) 198 (6.6) 90 108 0.022 0.023 
Retail (52) 146 (4.9) 40 106 0.009 0.028 
Hotels and Restaurants (55) 28 (0.9) 10 18 0.463 0.064 
Transport and Travel (60 to 63) 182 (6.1) 65 117 0.021 0.001 
Telecommunications (64) 168 (5.6) 81 87 0.015 0.017 
Financial Intermediation (65) 148 (4.9) 54 94 0.132 0.064 
Insurance and Pension Funding (66) 13 (0.4) 4 9 -0.085 0.017 
Auxiliary Financial Intermediation (67) 41 (1.4) 17 24 0.006 0.053 
Real Estate (70) 12 (0.4) 4 8 0.374 0.194 
Renting (71) 19 (0.6) 13 6 0.404 -0.068 
Computer Consultancy (72.1 and 72.2) 665 (22.2) 273 392 0.074 0.041 
Computer Software (72.3 to 72.6) 426 (14.2) 241 185 0.128 0.045 
Research and Development (73) 262 (8.7) 48 214 0.024 0.017 
Professional Business (74.1 and 74.2) 246 (8.2) 93 153 0.066 0.039 
Other Business Activities (74.3 to 74.8) 278 (9.3) 113 165 0.010 0.012 
Public Administration (75) 14 (0.5) 7 7 0.040 -0.020 
Education (80) 30 (1.0) 14 16 0.005 0.095 
Health and Social Work (85) 42 (1.4) 19 23 0.003 0.077 
Social and Personal Services (90 to 99) 82 (2.7) 18 64 0.171 0.087 
All Services 3,000 (100.0) 1,204 1,796 0.099* 0.041* 
All Manufacturing 2,246 - 1,234 1,012 0.044* 0.087* 
All Other 125 - 51 74 0.333* 0.092* 
Total 5,371 - 2,489  2,882  0.064* 0.069* 
Notes: NACE code (rev. 1.1) in parentheses and EG Index by equation  (2).  * mean value across 19 service, 23 manufacturing 
and 4 other industries.  
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Table 2: Regional Specialization in Service FDI Location, 1996-2005 
 
 
Top-Ten Service FDI Recipients: 
Number 
of 
Service 
projects 
Regional Project Share (%) 
FS SCS R&D BS 
South:           
London 908 9.7 42.3 5.4 17.3 
Bedfordshire and Hertfordshire 249 2.4 66.7 4.8 8.0 
Surrey and Sussex 117 7.7 62.4 5.1 8.5 
Midlands:       
West Midlands 98 10.2 31.6 3.1 12.2 
East Anglia 96 1.0 30.2 39.6 5.2 
Gloucestershire, Wiltshire & N. Somerset 79 12.7 26.5 11.4 7.6 
North:       
South-West Scotland 114 7.0 28.0 13.1 29.8 
Northumberland and Tyne & Wear 98 5.1 10.2 10.2 41.8 
Greater Manchester 86 14.0 26.7 2.3 17.4 
Eastern Scotland 75 16.0 28.0 10.7 17.3 
All regions: 2,625 7.7 36.7 8.9 17.8 
Notes:  FS = Financial Services; SCS = Software and Computer Services; R&D = Research and Development; and 
BS = Business Services.  NUTS-2 regions identified in Jones and Wren (2015a).  FDI for known locations only.  
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Table 3: Transition Matrices 
 
 
Upper Bound  Transition Probabilities 
Initial 
Distribution 
Limiting 
Distribution 
(a) Service FDI   
 Class 1 2 3 4 5   
0.2208 1 0.397 0.238 0.175 0.095 0.095 0.2000 0.1846 
0.5651 2 0.191 0.302 0.286 0.159 0.064 0.2000 0.2099 
0.8808 3 0.175 0.222 0.270 0.238 0.095 0.2000 0.2157 
1.3721 4 0.079 0.191 0.175 0.365 0.191 0.2000 0.2138 
- 5 0.095 0.079 0.159 0.191 0.476 0.2000 0.1760 
(b) Financial Services (NACE divisions 65 to 71)   
 Class 1 2 3 4 5   
0.0001 1 0.820 0.049 0.049 0.041 0.041 0.7746 0.7388 
1.6160 2 0.529 0.118 0.235 0.000 0.118 0.0539 0.0709 
2.3814 3 0.263 0.263 0.158 0.210 0.105 0.0603 0.0747 
3.7220 4 0.500 0.056 0.111 0.222 0.111 0.0571 0.0591 
- 5 0.823 0.059 0.059 0.000 0.059 0.0539 0.0564 
(c) Software and Computer Services (NACE division 72) 
 Class 1 2 3 4 5   
0.0001 1 0.640 0.105 0.072 0.098 0.085 0.4857 0.4268 
0.5887 2 0.293 0.244 0.268 0.195 0.000 0.1302 0.1679 
1.0740 3 0.150 0.325 0.300 0.125 0.100 0.1270 0.1650 
1.7007 4 0.400 0.175 0.200 0.175 0.050 0.1270 0.1342 
- 5 0.244 0.049 0.122 0.146 0.439 0.1302 0.1060 
(d) Research and Development (NACE division 73) 
 Class 1 2 3 4 5   
0.0001 1 0.750 0.062 0.062 0.049 0.076 0.7111 0.6381 
1.3113 2 0.391 0.478 0.130 0.000 0.000 0.0730 0.1508 
2.8755 3 0.409 0.409 0.091 0.045 0.045 0.0698 0.0886 
5.1887 4 0.435 0.043 0.261 0.217 0.043 0.0730 0.0592 
- 5 0.609 0.000 0.087 0.174 0.130 0.0730 0.0633 
(e) Business Services (NACE division 74) 
 Class 1 2 3 4 5   
0.0001 1 0.667 0.091 0.091 0.097 0.054 0.5238 0.5128 
0.8601 2 0.342 0.368 0.158 0.132 0.000 0.1206 0.1223 
1.4808 3 0.297 0.162 0.297 0.108 0.135 0.1175 0.1295 
2.4279 4 0.553 0.053 0.105 0.184 0.105 0.1206 0.1267 
- 5 0.189 0.027 0.108 0.216 0.460 0.1175 0.1088 
(f) Producer Services* 
 Class 1 2 3 4 5   
0.0001 1 0.480 0.147 0.120 0.133 0.120 0.2381 0.2041 
0.5075 2 0.177 0.294 0.373 0.137 0.019 0.1619 0.1721 
0.8715 3 0.159 0.222 0.270 0.254 0.095 0.2000 0.2183 
1.3836 4 0.079 0.143 0.175 0.333 0.270 0.2000 0.2176 
- 5 0.127 0.064 0.175 0.206 0.429 0.2000 0.1879 
Note: * OECD definition. 
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Figure 1: Service FDI Share in the European Union and UK 
 
 
 
Source: Calculated by the authors from the European Investment Monitor, Ernst and Young (2012). 
Note: EU = 25 European Union countries at 2010, but excluding Cyprus and Malta.  
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Figure 2: UK Inward FDI over Time by Industry Group 
 
 
 
Source: UK Trade and Investment.  
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Figure 3: Regional Location of Service FDI, 1996-2005 
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Figure 4: Location Quotients for Service Industry Groups, 1996-2005  
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